We need to rethink the emphasis in this country on employer-based health insurance -it is not working for a significant and growing number of Americans. With Labor Day marking our annual celebration of the contributions of workers, it's time to recognize that millions of full-time workers simply don't have a job with an employer that sponsors health insurance. They are victims of shifts in the economy that make it unlikely they will work in large companies -once the expected avenue of how economic growth and prosperity would provide insurance to Americans.
Efficiency and Size of Employer
In the decade after World War II, the United States made an implicit promise that health insurance would be part of compensation for work. The country would rely on employer-sponsored private health insurance and there would not be a single national health plan as in other countries. The prevailing attitude was that larger companies were going to be the wave of the future. Largescale manufacturing production had grown during the war effort, bringing with it many of the techniques proposed by efficiency experts of the 1920s. Many saw the war productivity as proof that efficiencies in production were to be found in large companies. Bolstering this vision that big companies offered advantages was the fact that many large manufacturing firms began to sponsor group health insurance plans. The rhetoric of the 1950s held that a national health insurance system wasn't needed since large corporations were looking out for workers' interests. By the end of the 1950s and early 1960s, with production booming and wages rising, there was plenty of reason to believe that employment in a large company guaranteed a good job with increasing salaries, health insurance, and long tenure.
What's happened in the 50 years since this vision of America and bargain with the insurance companies and large corporations became accepted wisdom? Initially, the vision seemed to be coming true. By 1979, 37% of the private sector (nonfarm and nongovernment) workforce was employed in establishments with fewer than 50 people. Only 14.6% of the nonelderly population was estimated to be without health insurance. Then the 1981-83 recession occurred -the beginning of the long decline in manufacturing jobs in the United States. Between 1979 and 2003, the proportion of the workforce employed in manufacturing fell from 21.6% to 11.3%. Luckily for the United States, the service sector -particularly professional and business services, education and health services, and leisure and hospitality (read restaurants, vacations spots and health clubs) services -picked up the demand for labor.
What is less recognized is the shift away from large employers over the past 25 years. In 1979, 27.6% of the private sector was employed in establishments with more than 500 workers; by 2002, this had fallen to 18%. In contrast, 43% of the private sector in 2002 was working in establishments with fewer than 50 workers -up significantly from the 37% in 1979. Some of this shift was the result of manufacturing jobs going overseas, and growth in employment in the service sector and construction -both areas dominated by small firms. And of critical importance, about 38% of small firms (defined as fewer than 200 workers) do not offer health insurance (Gabel 2003) . The percentage is greater for firms with fewer than 10 employees.
Ironically, cost pressures brought about by technological innovations -which generally increase efficiency -also contributed to the shift from large to small companies over the past decade. The post-World War II belief in large companies being more efficient has been pushed aside. Computers and related changes in information technologies are enabling companies to use fewer people to produce the same output. The innovations also mean that there are suddenly many more people who don't need a lot of specific training to do particular jobs -all they need is knowledge in working with software programs or the ability to use equipment that has become cheap to own. Companies looking to cut costs have eliminated jobs and then hired these lessskilled people as temporary employees or as contract employees. Of course, as temporary employees or contract workers, these people are not eligible for an employer health plan. Entrepreneurial people have seen the technological innovations as providing opportunities to establish small firms that specialize in providing businessrelated services, further enabling large companies to reduce their workforces. Thus, the incentives to be efficient have shifted from encouraging the growth of large firms to encouraging the growth of small firms. The promise of increased employment in large companies with health insurance provided as part of compensation has not been fulfilled.
Labor Market Shifts Meet High Medical Costs
The change in job prospects brought about by the shifts from large to small companies is a problem because per person premiums are lower for large groups than for small groups or individuals. Fifty or even 25 years ago, options for treating medical problems were relatively few. The variance on the expected costs of medical care was nowhere near what it is today, so the relative difference in health insurance premiums for small and large companies was substantially smaller than it is today. In the last 25 years, however, the treatment options for medical problems have expanded enormously -and greatly increased the variance on expected costs. This has made the employergroup size even more important for determining premiums since the risk of insur-ing a group is inversely related to the number of people in the group.
While the increased options for treating medical problems have brought considerable benefits, they also are the primary reason that per capita health expenditures have grown from just over $1,000 in 1980 to $5,440 in 2002 . This dramatic increase in average costs is just the tip of the iceberg in terms of variance on costs -making health insurance premiums for smaller firms far more expensive today than they were 25 years ago. Not surprisingly, small firms' ability and willingness to offer insurance have been declining (Gabel 2003) .
Impacts on Who Is Uninsured
The shifts in the workforce from manufacturing to services and from large companies to small firms have had a startling effect on who doesand does not -have health insurance. People in a wide variety of occupations -writers or editors for high-profile magazines, people involved in the production of broadcast journalism or sports, and computer software engineers -are increasingly not insured. People who once took for granted the idea that a college education and a job in a large company assured them health coverage are now finding out otherwise. Meanwhile, workers with no more than a high school diploma are finding fewer and fewer opportunities for jobs with health insurance -a huge change from the prospects their counterparts (often their fathers) faced 30 years ago.
For almost a generation, we have described most of the uninsured as poor or near-poor. But in fact this has never been quite true; while a majority has been poor and near-poor, there has also been a sizable number of middle-class people. However, what is different now compared with 25 years ago is that after accounting for inflation, the proportion with higher incomes is rising. In 1979, 14% of the uninsured had incomes greater than four times the federal poverty level (FPL); by 2002, this group accounted for 17% of the uninsured. More telling is the fact that among the entire population with incomes exceeding four times the FPL ($57,392 for a family of three in 2002), the simple probability of being uninsured increased from 6.3% in 1979 to 7.4% in 2002. While an increase from 6.3% to 7.4% may not seem like much, it comes in spite of more families needing two earners to get their incomes above four times the FPL. With two earners, they should have had at least 1.5 times as many opportunities to obtain insurance in 2002 compared with 1979.
These figures reflect the fact that increasing numbers of uninsured workers are people who have been forced to change jobs or to change how they pursue their occupations. They are able to earn middle-class incomes by dint of being entrepreneurial and working hard, but they have little expectation of ever gaining employerbased insurance. These people couldn't possibly have anticipated the economic changes that altered their probabilities of working in large companies and having access to health insurance.
Translating Ideas into Action to Help the Uninsured
The assumption that private health insurance coverage would expand via a growing economy and large companies is no longer plausible. Those of us who are engaged in research on health insurance need to be more forceful in stating this. We cannot continue to assume that the uninsured are residual workers who either will find ''good'' jobs with health insurance after they gain work experience or are low-wage workers who need subsidies to help them purchase coverage.
More assistance needs to be given to the small group and individual insurance markets if we want to maintain our reliance on private health insurance. Alternatively, we need to create a financing scheme that allows an individual to have health insurance organized around where one lives or the general type of work that one does. Unions tried to get this type of health insurance financing before World War II -but their efforts were defeated by corporate America's promise of employer-based coverage through efficient large companies. That promise has been broken. It's time to reform how we organize and pay for health insurance for the millions of Americans whose prospects for decent wages and fringe benefits have been altered by the shifts in the economy.
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